Doc 
CE6/. HW International 


oo _ 2. Marketing Information 
ila Series 


44, 
me 


Foreign Economic Trends 
and Their Implications 
for the United States 


FEBRUARY 1989 
FRANCE 


FET 89-22 
Frequency: Semiannual 
Supersedes: 87-45 


PREPARED BY 
AMERICAN EMBASSY PARIS 


wet OF Co, 


YW 
2S 


States oF © 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscrip- 
tion, $55.00. Foreign mailing $13.75 additional. Single copies, $1.00, available from Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








-2- 


Key Economic Indicators 
(In millions of dollars unless noted) 


1985 1986 1987 

Domestic Economy 
Population (millions) 55,170 55,394 55,632 
Population growth (%) 0.4 0.4 0.4 
GDP in current dollars 522,521 726,950 879,881 
Per capita GDP, current dollars | 9.455 13,300 15,766 
GDP in local currency (1980=100) 107.6 109.8 112.2 

percent change 1.7 2.1 2.2 
Consumer price index 

percent change (avg) 5.8 ae? 3s 
Production and Employment 
Labor force (1,000s) 23,916 24,006 24,074 
Unemployment rate (average) 10.2 10.4 10.6 
Industrial production (local 

currency base 1980=100) % change 1.0 1.0 3.9 
Govt. oper. surplus or deficit as % GDP: 

Central Government: (1) -2.9 -2.3 -2.3 
General Government: (1) -2.8 -2.9 -2.4 
Balance of Payments 
Exports (FOB) 100,960 124,731 147,902 
Imports (FOB) 104,253 124,775 153,146 
Trade balance: 

FOB/FOB: -3, 293 “44 -5,244 

CIF/FOB: -6,768 4,030 -10,132 
Net direct investment (new) -2,226 -5,230 -7,636 
Foreign exchange reserves (year end) 45,952 60,785 62,818 
Average exchange rate for 

year (X = US$1.00) 8.98 6.93 6.01 
Foreign Investment 
U.S. (cumulative) (2) 7,643 8,857 11,478 
U.S. - France Trade(3) 
U.S. exports to France (FAS) 6,096 7,242.6 7,943 
U.S. imports from France (CIF) 9,959 10,586 11,177 


Sources, Definitions, and Footnotes: 

1. The central government is the French National Government; general 
government includes the French National government and local 
government, and social security. 

2. Foreign investment: French balance of payments provides data on 
direct investment flows, but with a lag of 21 months. The source of 
the cumulative figure for the United States is the U.S. Department of 
Commerce publication, Survey of Current Business(August 1988 issue). 
3. U.S. exports and imports are sourced from the U.S. Department of 
Commerce publication, Survey of Current Business (August 1988 issue). 
U.S. Government statistics differ from similar statistics also 
available from the French Government. 








SUMMARY * 


France is the fourth largest Western industrialized economy, with a 


GDP of about $880 billion in 1987, about one-fifth the size of the 
U.S. economy. 


Since mid-1987, France has experienced relatively strong growth, after 
5 years of sluggish output. Inflation has slowed considerably, 
dropping from double digits to under 3 percent. In the course of the 
last 4 years, the French Government implemented a comprehensive 
program of market-oriented reform and liberalization: eliminating most 
price and exchange controls, reducing government subsidies; 
modernizing French financial markets; and reducing income and 
corporate tax rates. At the same time, the government has been 
successful in reducing the budget deficit. On the negative side, 
despite the improved growth picture, unemployment (at around 10.5 
percent and still growing) remains an intractable economic and 
political problem. While export growth has picked up sharply, healthy 
domestic demand and a strong French propensity to import means that 
the external trade deficit remains a major constraint on French 
economic policy. French prospects for 1988 are better than previously 
expected, with most official and private forecasters predicting about 
3 percent GDP growth, moderate inflation and stabilization in the 
trade deficit. 


The socialist government which came to power in May/June 1988 has 
pledged to continue policies of the previous center-right government, 
which promoted investment as the best way to improve international 
trade competitiveness, increase GDP growth and create new jobs. It 
has committed itself to anti-inflationary policies, particularly 
maintaining budget and wage discipline and a strong franc, and 
reducing the overall tax burden; it also has taken measures to lower 
the high real interest rates prevailing in France. Consistent with 
its belief that the French Government has a more important role in the 
economy, the present government has ended the privatization program, 
one of the centerpieces of the previous government’s economic policy. 
Several of the largest French banks, all the major insurance 


companies, and several large industrial concerns all remain state 
owned. 


ECONOMIC PERFORMANCE AND OUTLOOK 


In 1987, GDP grew 2.3 percent, the highest rate since 1979, reflecting 
strong household consumption, an upturn in corporate investment and a 
rebound in export growth‘ during the second half of the year. The 


* This report was prepared in November 1988. 
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buoyant consumption in a period of wage discipline and hikes in social 
security contributions can be explained by an additional 1.2 percent 
drop in the household savings rate to 12.1 percent. After 5 years of 
stagnation, the arrival of the long-awaited investment boom (up 6.6 
percent (IVQ/IVQ basis) reflected the much-improved financial 
condition of French firms due to wage moderation and slower growth in 
taxes. Following several flat years, industrial production jumped 3.9 
percent in 1987. 


Inflation rose in 1987 to 3.1 percent (annual average) from the 2.6 
percent registered in 1986. This rise, however, was directly linked 
to the increase in oil prices, since the Consumer Price Index, minus 
energy prices, declined in 1987 over the previous year. The key 
factors behind the moderation in prices, particularly in the 
manufacturing sector, were strong productivity gains and moderate wage 
increases. 


Low French inflation and moderate growth in unit labor costs 
benefitted French trade competitiveness. (Unit labor costs in 
industry actually declined in 1987 for the first time in 10 years.) 
The combination of these factors with the sharp upturn in world 
demand, beginning the second half of 1987, led to a boom in French 
exports, which grew 6.4 percent in 1987 (IVQ/IVQ). Nonetheless, 
healthy domestic demand fueled imports which, at 10.7 percent 
(IVQ/IVQ), grew at even a more rapid pace, resulting ina 
deteriorating trade balance. 


The biggest trouble spot in the French economy has been the inability 
to translate the higher growth rate into jobs for the estimated annual 
net increase of 150,000 participants in the labor force. 

Unemployment has climbed continually over the last 10 years, rising to 
10.6 percent in 1987. As the French industry continued to modernize 
and restructure in 1987, it continued to shed jobs which were not 
replaced by the slight increase in employment in the services and 
construction sectors. Temporary government programs have helped to 
stabilize the situation to some degree, but nothing has yet put a dent 
in the unemployment rate. 


These trends have all generally continued through the first two 
quarters of 1988. Investment growth, particularly corporate 
investment, has continued its strong expansion. Industrial investment 
has been the most dynamic, and, with the arrival of higher levels of 
capacity utilization, investment in new capacity (rather than 
modernization) is finally beginning to be evident. Exports have 
remained buoyant, reflecting the healthy international environment. 
There are signs that consumption growth has begun to moderate, which 
is good news for containing imports. The government has had to revise 
its inflation target upward reflecting a rise in service prices and 
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rents. However, inflation has remained at a moderate annual rate of 
around 2.8 percent at mid year, and the inflation gap with West 
Germany, France’s major trading partner has dropped. The continuation 
of these favorable economic trends, unexpected after the stock market 
crash of October 1987, has led government and private forecasters to 
sharply revise their forecasts upward, with most predicting around 3 
percent GDP growth for 1988, stabilization in the trade deficit but 
little or no improvement in the unemployment rate. 


MONETARY AND FISCAL POLICY 


France is pursuing a basically neutral monetary policy. The 1988 
monetary target calls for the same 4-6 percent growth in M2* as in 
1987. Growing at a 4.2 percent rate, M2 scarcely reached the lower 
limit of the target in 1987. For the first 6 months of 1988, money 
supply growth has moderated further, with M2 rising at an annualized 
rate below the 4-6 percent target, generally about 3 percent. At the 
same time, domestic credit, particularly bank credits, has continued 
its healthy growth. On a year-over-year basis at the end of May, 
total domestic credit has increased by 11.5 percent, compared to 10.1 
percent in 1987. Bank credit had expanded at an annual rate of 17.1 
percent by May, compared to 14.5 percent by December 1987, reflecting 
in particular the surge in investment. 


For the last several years, the French Government has given priority 
to cutting the budget deficit, which had soared in 1983-85. Asa 
result of a restrictive expenditure policy, the Central Government 
budget deficit as a percentage of GDP fell from 2.9 percent in 1985 to 
2.3 percent in 1987. Further improvement is expected in 1988, with 
the deficit projected to drop to 2.1 percent of GDP, as a result of 
continued spending discipline combined with higher-than-projected 
receipts as a result of stronger economic growth. Healthy growth in 
revenues projected for 1989 has allowed the government to propose a 
1989 budget which continues to give emphasis to deficit reduction (a 
further French Franc 15 billion drop from 1988) while at the same time 
reducing taxes by an estimated FF24.6 billion from levels they would 
otherwise reach, and increasing spending 2.3 percent in real terms. 


* Ml = Currency and demand deposits with banks, financial institutions, 
the postal checking system, savings banks and the Tresor. 

* M2 = Ml plus certain highly liquid savings account managed by banks, 
other financial institutions and Tresor. 
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The general government deficit (which includes the social security and 
local government accounts) declined from 2.8 percent of GDP in 1985 to 
2.4 percent in 1987. The significant improvement was a result of the 
dramatic reduction in the social security deficit due to reforms 
implemented in the health insurance system. Accelerating costs of the 
pension system may cause the social security deficit to jump in 1989, 
requiring the government to levy additional social security taxes. 


BALANCE OF PAYMENTS 


French trade and current account deficits have continued to be a major 
constraint on French economic policy. Beginning in 1983, slower 
growth in France than its trading partners, as a result of 
implementation of an economic austerity program, helped narrow the 
gap. However, it took the sharp drop in oil prices in 1986 to bring 
the trade balance into rough equilibrium and the current account into 
surplus. This positive development, however, masked a disquieting 
trend: steadily rising import penetration of French markets and loss 
of external market share, particularly in the manufactured goods 
sector. In 1987, with oil prices back up and investment and 
consumption demand strengthened, the trade deficit deteriorated to 


FF31.5 billion, and the current account returned to a deficit of 
FF24.5 billion.In spite of improved French price performance, after 
registering a FF35.4 billion surplus in 1986, the balance on 
manufactured goods registered a deficit of FF7.9 billion in 1987. 
Although exports of manufactured goods have risen sharply since 
mid-1987, the deficit on manufactured products so far in 1988 is 
running above 1987 levels, a source of major concern to the 
government. While this further deterioration is due in large part to 
France’s investment boom, the traditional geographic orientation of 
French exports toward currently weak OPEC and francophone African 
markets is also an important factor. The French, with the strong 
support of the government, have made a concerted effort and achieved 
some success in reorienting their trade toward the OECD, particularly 
Europe. However, the continuing fragility of the trade balance 
illustrates that French industry continues to suffer from structural 
problems related to insufficient investment over the last decade. 
These handicaps have made it difficult for the French industry to 
respond to both domestic demand and export opportunities in spite of 
improved price competitiveness. 


INVESTMENT CLIMATE 


The United States is one of France’s most important foreign 
investors. For the last several years, U.S. investment in France has 
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been steadily climbing, reaching a new high after several years of 
decline in the early eighties. From the previous high of $9.1 billion 
in 1981, the value of U.S. investment in France dropped to a low of 
$6.4 billion in 1984 before rising to $11.5 billion at the end of 1987. 


During the 1960s and 1970s, the French authorities tended to take an 
ambivalent approach to foreign investment. The positive aspects often 
were viewed as counterbalanced by misgivings over possible 
multinational or foreign domination of French industry. In recent 
years, as the government has focused on combatting growing 
unemployment, lagging export performance, and foreign penetration of 
domestic markets, the government has adopted a more welcoming 
attitude, accompanied by a liberalization of investment regulation. 
The government’s desire to attract new foreign investment remains 
tempered, nevertheless, by a continuing sensitivity over foreign 
control and antitrust concerns. Foreign investment applications 
continue to be carefully reviewed by the government though 
administrative controls have been streamlined. 


The authorization process is administered by the Ministry of Finance. 
Essentially, all purchases of existing operations of greater than FF10 
million require explicit prior approval. Where the purchaser is a 
European Community (EC) entity, a decison must be given within 2 
months, and a negative determination can only be based on an 
investment adversely affecting the health, safety, or national 
security of France. As of September 1988, foreign investors 
establishing new business operations in France are no longer subject 
to advance notice and approval requirements. 


Foreign investors can take advantage of a number of incentive measures 
in France encouraging investment, especially industrial investment, in 
disadvantaged regions outside the Paris and Lyon metropolitan areas. 
These include tax incentives, special investment loans, training 
subsidies, and favorable land purchase options. Incentive programs 
are administered by both the central government and the regional 
authorities. Foreign firms may also benefit from government 
incentives for research and development. 


For additional information and assistance, readers may wish to request 
a copy of the March 1988 report "Investment Climate - France" prepared 
by the U.S. Embassy in Paris, or contact the French Industrial 
Development Agency (DATAR), whose New York address is: 610 Fifth 
Avenue, New York, NY 10020; telephone: 212-757-9340. Additional DATAR 
offices are located in Houston, Los Angeles, and Chicago. 








COMMERCIAL OUTLOOK 


France is the third largest European market for the United States 
after the United Kingdom and West Germany. The 40 percent fall in the 
dollar against the French franc since its high in 1985 has made 
American products very competitive in France. French imports in 
general have been growing during the current period of steady economic 
growth and strong investment. Therefore, the French market offers 
American companies good opportunities to develop or increase market 
share with reasonable profit margins. 


France is a member of the European Community. Therefore imports into 
France are subject to the EC’s common external tariff and to the 
restrictions of the common agricultural policy (CAP). The EC is 
currently engaged in an ambitious program to remove all barriers to 
the free circulation of goods and capital within EC countries by the 
end of 1992. This program encompasses such elements as common customs 
documentation, harmonization or mutual recognition of product 
standards, and removal of restrictions on capital flows. To the 
extent this program is successful, it should reduce red tape for U.S. 
exporters for a market of over 300 million consumers. A unified 
European market would likely produce stronger European companies and a 
more competitive environment, in which U.S. companies with a strong 
presence in Europe (e.g., with subsidiaries, licensing arrangements, 
or joint ventures) may be in the best position to compete. 


U.S.-France trade relations are good, with total bilateral trade of 
around $20 billion. U.S. trade figues show a narrowing U.S. deficit 
on bilateral trade ($3.2 billion in 1987 and $718.6 million in the 
first 5 months of 1988). In recent years, trade policy disputes with 
France have usually been part of Europe-wide problems, such as 
agricultural import restrictions under the CAP or government subsidy 
policy concerning commercial aircraft. As part of the single market 
exercise, the EC Commission is contemplating major changes in 
telecommunications policy and government procurement, areas where U.S. 
companies have been denied full access in the past. However, these 
policy disputes pose few barriers for the majority of U.S. exporters, 
who find the markets here open to their goods and services, with 
strong interest in items made in the United States in industry sectors 
across the board. Progress in the Uruguay Round trade negotiations, 
coupled with the single market exercise, could also lead to expanded 
opportunities for U.S. firms in the European services market. 
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BEST COMMERCIAL PROSPECTS 


While most industry sectors represent good opportunities for American 
business, those sectors with the best prospects for successful market 
entry and expansion by American goods in 1989 include the following: 


Electronic Industry Production and Testing Equipment: The total 
market for electronic industry production and test equipment (EIPT) in 
France was valued at $1.7 billion in 1987 and is expected to reach 
$2.5 billion in 1990. French production rose by 8.4 percent in 1986 
over 1985 to reach $255 million of which nearly 40 percent was 
exported mainly to the EC countries. In the French market, however, 
the newest designs, the most sophisticated equipment< and a good part 
of the highest quality apparatuses will continue to be furnished by 
foreign suppliers. Imports constitute almost 90 percent of the 
market, climbing at an average real growth rate (based in French 
francs) of about 10 percent per year. The same level of growth should 
continue through 1990. The U.S. share of total imports is 
approximately 38.5 percent. It is unlikely that the overall 
competitive situation in the French market will change during the next 


few years despite strenuous efforts to augment domestic EIPT 
production. 


Medical Instruments and Supplies: The French market for medical 
equipment totaled $861 million in 1987. The average annual growth 
rate of expansion for this market over the period 1987-90 is projected 
at 4.3 percent. Imports supply 90 percent of domestic consumption, 
and the annual growth rate is projected at 4.2 percent. Reliance on 
foreign suppliers will increase through 1990, when imports are 
expected to reach $1.1 billion. American manufacturers accounted for 
38 percent of French imports and are expected to hold and even 
slightly increase their market share over the next several years 
despite competition from European suppliers, who benefit from the 
elimination of tariffs between members of the EC. Like in the United 
States, the population in France is living longer due to improved 
medical care. France has been over-equipped in hospital beds for 
years; therefore, the Ministry of Health only rarely allows new 
hospital construction. 


Telecommunications: France Telecom, France’s national 
telecommunications authority, has developed the most advanced and 
sophisticated telecommunications system in Europe. The market was 
valued at $4.6 billion in 1987 and is estimated to reach $4.9 billion 
in 1988 and $5.2 billion in 1989. An anticipated real annual growth 
rate of 6.8 percent over the next 2 years will increase the total 
market to $5.6 billion in 1990. The total import market is about 12 
percent of the total market. The U.S. share of total imports is about 
33 percent. Because telecommunications are a vital production tool 
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for all businesses, France Telecom has made maximum efforts to provide 
French companies with the most effective and affordable tele- 
communication services. France Telecom favors competition in 
value-added networks. Well over a hundred private sector firms are 
now offering value-added business telecommunication services in 
France. Although France Telecom is a public service, its goals are to 
respond and to adapt to market needs. France Telecom believes that 
the rules to ensure respect for operating standards must be strictly 
observed. Therefore, all equipment that is connected to French 
telecommunications systems must meet local operating standards. 


Franchising: France is the largest potential market for franchising 
in the EC. There are 1,800 franchisors and 100,000 franchisees within 
the EC with total retail sales of FF 266 billion. Within France alone 
there are 700 franchisors and 30,000 franchisees representing FF 92 
billion in retail sales in 1987. There are about 35 foreign 
franchisors in France of which 11 are U.S. franchises. Total market 
demand will grow at an annual rate of 4.3 percent through 1989. The 
largest opportunity will be service franchises. In 1988, over 30 
percent of all French franchises were in the service sector. The 
fastest growing service sectors are household furnishings and food 
products. 


Food Processing and Production Equipment: The total 1988 market for 
food production and processing equipment in France is estimated to be 
$1.1 billion. By 1993, the total market will increase to roughly $1.3 
billion. This increase implies a yearly total market growth of 
approximately 2.5 percent. Total imports into this market represent 
43 percent of the total market size, and the U.S. share of imports is 
about 5.5 percent. The food packaging market is expected to grow more 
quickly than the food processing market. The 1988 food packaging 
equipment market is estimated at $471 million and by 1993 is expected 
to increase to $549 million. This represents a total growth in the 
food packaging market of more than 3 percent per year. The 1988 
estimated food processing equipment market is $667 million and is 
expected to increase by about 2.5 percent per year. By 1993 this 
market should increase to $760 million. The growth in food processing 
and packaging equipment can be attributed largely to the increase in 
production of processed food items; the increase in demand for more 
sophisticated processing and packaging technologies; the increase in 
capital investments in the food processing and packaging industry 
(partially attributable to preparation for the 1992 Single Market) ; 
and overall growth of the food industry. The best opportunities for 
U.S. suppliers include meat, poultry, and egg processing; dairy 
products manufacturing; preserved fruit, vegetables, and specialty 
products manufacturing; and beverages manufacturing. 
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Broadcasting and Communications Equipment: The French market for 
broadcasting and communication equipment is a narrow but rapidly 
expanding one, with an average expected annual real growth rate of 7 
percent through 1990. Market demand was $3.4 million in 1987 and is 
expected to reach $3.9 million in 1990. Imports were valued at $1.4 
million in 1987 (of which the U.S. share is 10.4 percent) and will be 
close to $1.7 million in 1990, corresponding to a 5.7 percent annual 
growth rate while French production will only be expanding at an 
annual rate of 2.4 percent. This growth is the result of continued 
demand for professional audio-video equipment, the emergence of new 
products, and major industry deregulation affecting both the radio and 
television industries which used to be under very strict government 
control. A new cable TV plan is in effect which allows private 
companies to bid for the first time on network building, transmitting, 
and broadcasting equipment. The satellite communication and broadcast 
equipment market has been greatly affected by the expectation that 
Europe will gradually be opening its television systems to greater 
programming diversity as prospects for satellite and cable TV 
transmission create a potential for reaching the entire European 
market simultaneously. 


Computers and Peripherals: The French computer market is the fourth 
largest in the world after the United States, Japan, and West 

Germany. The market for hardware was $7.4 billion in 1986, $8 billion 
in 1987, and is estimated to reach $11.2 billion by 1990. Imports 
represent about half of the total market size. The U.S. share of 
imports is 49 percent. French production of computers and peripherals 
is growing rapidly, to keep pace with the new dynamism of this modern 
society struggling to win new exports market, to gain a greater degree 
of leadership in Europe, and to balance its domestic budget. The 
French industry has received direct and indirect support from the 
French Government and as a result is now a major competitor for many 
high technology products. Because of this technological progress, 
telecommunications is now involved in computer systems. Computers and 
telecommunications are strategic sectors for French industry and will 
remain so on an ever-growing scale. France wants to adapt these 
industries to an international environment in which competition is 
becoming increasingly aggressive. 


Electronic Components: The French market for both active and passive 
electronic components is valued at $4.4 billion in 1987 and expected 
to reach $5.5 billion in 1990. The French electronic components 
industry stagnated during 1986 but showed an increase in 1987 mainly 
in semiconductors. Trade sources expect full recovery of the market 
by the end of 1988. Because domestic production is expected to grow 
only 4 percent annually over the 1988-90 period, the gap will be 
filled by imports which will grow by some 8 percent annually. Total 
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imports are 78 percent of the total market size. The United States 
enjoys a 23.4 percent share of total imports. The United States is 
expected to remain, with West Germany, the leading foreign supplier 
even with stiff competion from Asian countries. To date, the French 
component manufacturers cannot keep up with the buoyant home market 
and the flowing export demand thereby forcing reliance on imports. 
The French manufacturers produce a wide range of components often 
through joint venture or licensing agreements with foreign companies. 


Automotive Parts and Accessories: France’s automotive parts and 
accessories market ranks fourth in the world after the United States, 
Japan and West Germany. It is expected to grow at an average annual 
rate of 3 percent from 1986-90. The current French market is about 
$8.9 billion. Imports to France should reach an average growth of 5 
percent per year for the next 5 years against 3.7 percent for the 
previous 5 years, expanding to cover nearly 53 percent of the French 
market in 1990. The U.S. share of imports is about 16.5 percent. 
Automobile production in France is expected to increase at an annual 
rate of 1.4 percent. By 1991, there will be 23 million personal 
automobiles in France, with the demand for lower priced models 
expected to increase over the next 5 years. The automobile parts and 
accessories market is expected to expand for a number of reasons: the 
aging of French automobiles; new regulations on pollution controls 
that will require use of unleaded gasoline; a general trend to 
increase the comfort, quality, and safety of all automobiles; and new 
demands for economy, given the ever-increasing cost of gasoline and 
auto products. Due to the lack of domestic technology in automotive 
electronic systems and components, imports of these products are 
expected to increase at an annual real growth rate of 3 percent. 


Analytical and Scientific Instrumentation: The French analytical and 
scientific instrumentation market was valued at $1.6 billion in 1987 


and is expected to reach $2.1 billion in 1990. The average annual 
real growth rate of expansion for this market over the period of 
1988-90 is projected at 6 percent. Imports account for 68 percent of 
domestic consumption. Heavy reliance on foreign suppliers should 
persist through 1990, when imports are expected to reach $1.4 billion 
and American manufacturers should account for about one-third of the 
import volume. Despite competition from European suppliers, who 
benefit from the elimination of tariffs between members of the 
European Economic Community, U.S. suppliers are expected to hold and 
even slightly increase their market share over the next several years. 








